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THE SQUEEZE TIGHTENS ON MORTGAGE ACTIVITY 


URING 1956 mortgage activity declined in practically all cities of the 
1) United States. The so-called ‘tight money” has limited the activities of 

the mortgage lender, and has had a particularly drastic effect on the op- 
erations of the speculative builder. 


Mortgage money at the present time is not tight in comparison with many 
periods in the past. The interest rate, of course, is the price of money, and 
there have been many periods in the past when the average interest rate was con- 
siderably higher than it is at the present time. In the big building boom of the 
1920’s the interest rate on a first mortgage was generally 6%, with various 
financing fees added. On the larger buildings built toward the end of the boom 
of the 1920’s an actual rate of 7% or 8% was closer to the annual financing cost. 
Were a person willing to pay 7% or 8% at the present time, there would be no 
difficulty whatever in securing any reasonable mortgage, or at least as reason- 
able a mortgage as it was possible to get in the late 1920’s. 


The very fact that the dollar total of mortgage indebtedness increased during 
1956, in spite of the decline in residential construction, would belie the assertion 
that mortgage money is scarce. The difficulty, of course, is that the demand 
at interest rates to which the public has become accustomed during the inflationary 
period is excessive. 





The probability is that money will remain ‘tight” during all of 1957. The 
Federal government is going to have to refinance $37 billion worth of maturities 
in addition to the amount in excess of $20 billion which is being raised currently 
by the sale each week of 91-day Treasury bills. Our State, county, and city gov- 
ernments will also be in the market for large amounts to finance schools and 

_ other public improvements. 





We are borrowing too much and saving too little. We can only continue to 
borrow more than we save if we are willing to get the additional funds out of thin 
air - by expanding currency and credit. The difficulty with this policy is that it 
causes prices and wages to rise, reducing the value of the dollar. 


The charts on the following 10 pages show the number of mortgages recorded 
(cont. on page 43) 
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COMPARISON OF MORTGAGE ACTIVITY FOR THE LAST 3 MONTHS 
OF 1956 WITH THE CORRESPONDING 3 MONTHS OF 1955 
BASED ON THE NUMBER OF MORTGAGES PER 10,000 FAMILIES 
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(cont. from page 29) 
in 100 cities per 10,000 families from 1940 through 1956. On each chart the 
red line indicates the national average. The blue line shows the mortgage rate 
in the particular city. As a general rule, rapidly growing cities will havea 
larger number of mortgages recorded per 10, 000 families than slowly growing 
cities. 


The chart on page 41 shows tae monthly applications for government- insured 
loans in contrast with the monthly starts of one- and two-family houses. 


The artificially low interest rate limitations during most of 1956 on FHA 
loans and during all of 1956 on VA loans has had a very limiting effect on the 
number of applications filed. It will be noticed that since the autumn of 1955, 
VA applications have dropped by approximately one-half, and since the spring of 
1955, FHA applications have dropped until now they are between one-fourth and 
one-fifth of what they were at that time. The FHA interest rate has been in- 
creased (probably by not a large enough percentage), and it now looks as if the 
VA rate will be increased soon. The increase in both rates is an example of 
“too little and too late.” It seems almost certain that as a result of the tight 
money situation, together with the fact that the housing shortage is no longer 
acute, housing starts of one- and two-family houses during 1957 will showa 
drop in comparison with 1956 of about the same percentage that 1956 showed to 


1955. 


The chart opposite shows the change which has come in a little more than 
a year to no-downpayment VA home loans. In November 1955, more than 25, 000 
of these loans were made, an all-time high for 100% financing. In November 
1956, the last month for which figures are available, only 4, 253 of these loans 
were made, less than one-fifth the number just 1 year earlier. 


On a percentage basis, the picture is slightly different. In March 1955, 44. 8% 
of all VA home loans were on a no-downpayment basis. In November 1956, only 
11% were on this basis. Undoubtedly the December and January figures will show 
a much lower percentage. 


The discussions in Congress at the present time about increasing the VA rate 
are more significant from the standpoint of political subservience than for in- 
telligence. Many Congressmen, apparently afraid of antagonizing the veterans’ 
vote, are insisting that the rate on veterans’ loans not be raised, in spite of 
the fact that the rate is so low that it is not attracting any volume of financing. 
Realizing that the low rate will not attract money in any quantity, these Congress- 
men have suggested that the government expand its direct lending program for 
veterans by using a portion of the veterans’ insurance reserve fund for making 
direct loans. 


This would be inflationary for two reasons. First, it would encourage addi- 
tional building by marginal credit risks and, second, it would require that the 
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additional financing be accomplished by increased taxation. One glance at the 
reserve fund of the veterans’ insurance would indicate that it consists primarily 
of government bonds or, in other words, the reserve is made up principally of 
IO U’s from the Federal government, indicating that the money has already 
been spent. These I O U’s are merely a pledge on the part of the government 


that, when payment is required, funds will be raised by taxation to take care of 
the obligation. 














